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WHITHER THE AUDITORS

I am certain all of us have had days when it

seemed that everything was going wrong.

And in these

times of inflation, political scandals, and a depressed

stock market, it is easy to get that feeling.
I am reminded of a radio newscaster who, when

the news was bad, used to say, "There ain't no use
worrying because its not going to turn out all right.”

This is certainly too gloomy an outlook to

apply to the present state of our profession but it is
plain that we are surrounded with problems.

Since I feel

it is the part of wisdom to recognize your problems and
to see where they are coming from, I propose to discuss
with you here today some of the principal organizations

and developments which are having impact on our profession

and may influence the shape of its future.

First I would mention the demise of the
Accounting Principles Board and the start up of the

Financial Accounting Standards Board.

This shift

significantly changes the role of our profession in the
standard setting process to one of input rather than
output.

Some of our colleagues deplore that we have
lost what they consider to have been an exclusive franchise
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in this area, and they bemoan that we have been reduced to
merely following someone else’s rules.

But I take a

different view.
In the first place, I don’t think we ever had
exclusive rights to accounting standards.

For example,

the SEC has always had effective veto power over our

pronouncements even though it has exercised great restraint

in this regard.

About the only thing we’ve had almost

exclusively to ourselves has been the right to take the
heat and criticism generated by attempts to curtail

accounting abuses.
Secondly, we should not lose sight of the fact

that, notwithstanding the shift of the function to the FASB,

we shall continue to play a major role in the setting of

accounting and reporting standards.

The voice of our

profession is highly respected in most business sectors.

When we state our views about accounting matters they
are given serious consideration in both government and

business circles.

To play our proper part in the new set

up, however, we must gear ourselves to take the initiative

in seeking to influence the actions of the FASB as well
as other groups who are involved in establishing standards

for our profession.
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end through the establishment of a new Accounting

Standards Division at the Institute.

The executive com

mittee of this Division has been designated a senior
technical committee to speak for the Institute on all

financial accounting and reporting matters.
The executive committee of this Division is

composed of fifteen members and is chaired by Stanley
Scott.

Its function will be to prepare position papers

on accounting matters both on its own initiative and in
reaction to proposed pronouncements of the FASB.

It

will be the channel through which the Institute, speaking

on behalf of the profession, will seek to influence the
shape of accounting standards.

I am confident that under

the new arrangements the profession will continue

to

have significant influence, plus the relief of not being
the prime target for the salvoes of criticism that were

previously directed toward the APB.
In addition to voicing our views on accounting

matters, our profession will, of course, continue its

traditional role of setting auditing standards.

Judging

by recent developments we have much to accomplish in
this area.
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One area that will require close liaison with
the FASB is in the issuance of industry auditing guides

which have often in the past been more accounting than
auditing in content.

Even though the precise authority

of such guides has been less than well defined they have

been

widely followed and have generally been adopted

by the SEC.
Since the FASB has now taken over the establish
ment of accounting standards it will have to pay attention

to the evolving problems in special industries.

Otherwise

a void of major proportions will be encountered.

The Institute will continue to issue auditing

guides but will, to the maximum extent possible, avoid
dealing with accounting matters in such guides.

To the

extent that it is necessary to describe current accounting
practices they will be clearly segregated and accompanied

by boilerplate language stating that the guides are not
intended to set accounting standards.

A number of industry accounting guide drafts
have not been completed in time to be published under the
aegis of the APB.

These drafts will be converted to

position papers and submitted to the FASB for its use.

We shall be urging the new board to carry these forward in
the form of standards pronouncements to meet those needs
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Principal among the government bodies having
an influence on the future course of our profession is
the Securities and Exchange Commission.

Although our

relationship with the Commission is of long standing, we

have lately experienced a growing insistence on their part
that the quality of our performance needs improvement.

We

are being told to stop worrying about legal liability
and to be more ready to accept responsibility for seeing

that investors are fully informed as to all possible
risks that may exist.

We are being pressed to report on an expanding
array of disclosures, to become associated with interim

financial reports, to express opinions on the ability of
clients to generate sufficient cash to meet operating

needs, and to institute a program for reviewing the effect

iveness of quality control procedures employed by CPA

firms.

Proposals of this sort are quite understandable
in today's environment.

Following the debacle in the

stock markets in 1969 and 70 there has been pressure to

reform the capital markets in a way that might avoid

similar problems in the future.

The Moss and Williams

committees of Congress have not only introduced sweeping
legislation but have belabored the SEC to be more vigorous
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in protecting investors and insuring a fair and orderlymarket for securities.

A key factor in achieving these goals is a

reliable system of financial reporting.

Thus the role

of the auditors has been receiving increased attention,
which may well become more intense in the days ahead.

So far, however, most of the attention has focussed on
solving the gigantic problems being encountered in the
capital markets and attempting to control the use of

insider information.

Were it not for those more urgent

problems, I suspect that we auditors would have been
under even greater pressure today than we have already

experienced.

I believe it is very likely that the

pressures on our profession will escalate very rapidly in the
near future.

There will likely be loud demands for more

stringent regulation of our profession.

It remains to be

seen whether we will be given an opportunity to mount a
more effective system of self-regulation or whether outside

regulation will be imposed.
The SEC has been especially active in expanding
the quantity and quality of information to be disclosed in

financial reports.

Indeed, it seems clear that the Com

mission intends to exercise its full authority to set
financial disclosure standards, while leaving the area of
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Among the matters

that have been given attention are reporting on business
segments, publication of forecasts, and interim financial

reports.

In addition, many other requirements for dis

closure have been dealt with in recent accounting series

releases.

While we all share the desire for disclosure
of useful information I wonder whether there might be a

tendency to go so far that readers will be more confused

than enlightened.

Historically, financial statements have

been designed as condensations of data that could be

easily assimilated.

If we now move toward presenting

great masses of complex data, we could wind up defeating
the objective of effectively communicating.

This possibility has no doubt prompted the

SEC to consider establishing a file of supplements for
those who desire more detailed information.

Under this

concept, the volume of disclosure required in published

reports could be kept within reasonable bounds, and more
extensive information could be obtained, if desired,
from the files of the Commission.

Regardless of whether

this approach is adopted, it seems clear that the demand
for more disclosure is here to stay and that management
and auditors alike will have to cope with supplying
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increased volumes of information.
Although I have dwelt at some length on the

impact of the SEC on our profession, I have really only
scratched the surface.

To sum up, the Commission has

shifted into high gear and the prodding we have felt to
date is likely to become even more pronounced in the future.

Another important part of the picture is
the New York Stock Exchange which has responsibility to

monitor the quality of reporting by listed companies.

It

recently joined the SEC in calling for more disclosures

by exposing a draft of a white paper on the subject.
Coupled with other actions, this seems to indicate that
the Exchange intends to take a more active role in the

financial reporting process than it has in the past.
Chairman Needham has on several occasions been

critical of the performance of auditors and has urged

that steps be taken to improve regulation of the profession.
Even though only a portion of our profession falls under

its purview, the Exchange is clearly a factor to be
reckoned with in any consideration of our future.

Failure to include the General Accounting Office
in a listing of forces affecting the profession would
be a glaring omission.

As part of its responsibility to

monitor the vast numbers of grant programs, the GAO has
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generally accepted standards of the Institute.

They call

for reports on the efficiency and economy of the agencies

under audit as well as the effectiveness of the grant
programs in meeting their objectives.

While it is not

contemplated that independent auditors will express formal

opinions on such matters, they will be expected to provide
management type letters on their observations.

The thrust of these standards is to expand
auditing beyond the traditional area of reporting on
financial statements.

We can expect that as public demand

grows for greater accountability at all levels of govern

ment, we auditors will be called upon to provide reports
on an increasing variety of subjects.

Many of these

subjects will take us rather far from matters that can

be easily measured or verified on an objective basis.

Although we may feel uncomfortable with assuming the role
of independent evaluators, it seems likely that where
such a need exists we shall rise to the challenge.

Because

of our history of maintaining our independence, we are in
a unique position to fulfill such a role, and the public

will no doubt look to us for this reason.
Closely related to the GAO standards is the
growing interest in the measurement of the results of
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social programs.

A new Institute committee is studying

this matter carefully to determine the extent to which
CPAs can contribute to the measurement and reporting
process.

Without question our profession will be expected

to play a large part in judging the impact of business
activities on the quality of living conditions in communities.

If we are successful in fulfilling this need, we can expect
our stature as a profession to be greatly enhanced.
Another organization which bids fair to have
a far-reaching effect on our profession is the Cost
Accounting Standards Board, which was established by

Congress as an independent Board under the General Accounting

Office.

I am certain you are aware that this Board has

already established a number of standards to be applied by
contractors in accounting for costs under defense contracts.

Furthermore, the General Services Administration has
indicated that these standards will be applied to non-defense
government contracts as well.

Since there are inevitable overlaps between

cost accounting and financial accounting standards, the
work of the CASB will no doubt find its way into non-governmental
areas.

This seems particularly likely because the Board is

an arm of Congress and is backed by statutory power.

In

dealing with such subjects as accounting for inventories and
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depreciation of fixed assets, for example, the Board
will be exerting great influence on the accounting
practices of that portion of industry which deals with

the Federal Government.

Clearly it will be necessary

for auditors to be fully familiar with the standards
promulgated by the CASB.
Recognizing these facts, the Institute has
a committee whose sole purpose is to work with the CASB
and

to express the profession’s views on proposed
The committee, which is a part of the new

standards.

Accounting Standards Division, is chaired by George
Catlett who

is also a member of the Accounting Standards

Executive Committee.
Beyond establishing

the CASB, Congress has

evidenced in other ways its interest in accounting and

auditing matters.

It is considering, for example,

prescribing accounting and auditing requirements for

private pension plans, and requiring companies over a
certain size to disclose a reconciliation between book
and taxable income in their annual reports.

Also, it

has become virtually standard practice with the Congress
to include audit requirements in grant program legislation.
This growing Congressional awareness of the

importance of accounting and auditing points toward greater
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governmental involvement in our future.

One can only

speculate on what forms this might take but a likely
course would be expansion of the powers of the CASB,

the GAO or the SEC.

Furthermore, concern about the

workings of the capital markets and the auditors' role
therein could lead to more direct and stringent govern

mental regulation of our profession than presently

exists.

It would be folly for our profession to bury its

head in the sand and pretend that such possibilities do
not exist.

Accordingly, we are, through an expanded

Washington office and staff, developing our capability

to work with both the legislative and executive branches

of the Federal Government.

Hopefully, as future trends

develop we shall thus be able to have more of a voice

than we might otherwise have in shaping our destiny in

such a way that we can be of maximum service to the public.

Still another governmental agency which plays
an important part in the area of accounting is, of course,
the Internal Revenue Service.

In its sector we find

continuing concern about the differences between tax
and financial accounting.

The desire for conformity between

the two, as a requirement for a taxpayer to qualify for
the use of various methods of tax determination, is an
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Because tax legislation is often designed to
achieve purposes other than revenue, there are legitimate

reasons why tax accounting should not, in all cases, be
followed for financial reporting purposes.

However, the

IRS represents yet another source of influence on the
work of our profession and it cannot be ignored in any

appraisal of where we might be headed in the future.
In the midst of all these pressures our profession
has been in the process of a rather searching self-analysis.

One manifestation of this has been the appointment of a
blue-ribbon study group to examine the objectives of
financial statements.

Known as the Trueblood study group,

they are nearing the end of their work and are currently
drafting a report of their conclusions.

It is expected

this report will be published by the early fall.

It is, of course, difficult to say at present
whether the report will receive widespread acceptance and

thus have significant influence on the future form and
content of financial reporting.

But it is probably safe

to conclude that the report will stir considerable

reappraisal and will command the attention of all the
interested bodies that I have mentioned this morning.

Such a reappraisal, especially by the FASB and SEC, is
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almost certain to lead to even more changes to which
we must be prepared to adjust.
Any discussion about our future would be

incomplete without mention of the Equity Funding scandal.

This presumable fraud, apparently conducted on a massive
scale and over a relatively long period without detection,

has raised a host of questions about the effectiveness

of audit procedures and the responsibilities of auditors
for discovering fraud.

As you know, President Layton has

appointed a special committee, chaired by Marvin Stone,
to look into this matter in an effort to determine

whether and what changes in audit procedures may be required
to avoid similar problems in the future.

We have no way

of knowing all the facts at this time but we can be certain

that, whatever the reasons for what happened, the matter
holds great significance for the profession.

In our preoccupation in recent years with
accounting standards and how auditors should word their

reports we may have paid too little attention to whether
our audit procedures have kept up to the needs of the
times.

I believe that a comprehensive review of our audit

techniques as well as the kinds of responsibilities we
should assume as auditors should receive prompt and thorough

attention.

We need to consider whether the rapid changes
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approaches obsolete.

I hope that such an effort can be

mounted as a follow-on after completion of the work of
the two present special committees dealing with the

questions of what should our scope of practice be and the
Equity Funding matter.

Although I have not exhausted the list of forces
that are presently at play on our profession, I believe
I have amply demonstrated that we are destined to experi

ence extensive change in the days ahead.

The start-up

of the new FASB, the step-up in the activist role of
the SEC, the fallout from the problems of the securities
markets, the growing concern of the New York Stock Exchange,
the expansion of audit objectives by the GAO, the birth

and expansion of the CASB, the increasing interest of
Congress, the continuing influence of the Internal Revenue
Service, the potential impact of the Trueblood Study Group

report, and the growing list of major business failures

under circumstances that shake confidence in financial

reporting — all of these taken together guarantee that
our life will not be routine for some time to come.

I suppose that every generation in our profession

regards its hour on the stage as extraordinary and of

exceptional importance in molding the future.

And because
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we are so close to the events of our own day we may well have

a myopic view of our role in the profession’s history.

Nevertheless I am convinced that we are currently in a period
when watershed decisions are in the making and that it is
necessary to ask the question,

’’Whither the auditors? ”

I am not prepared today to suggest any compre
hensive program for dealing with all the factors I have

outlined.

Indeed, I doubt that any profession can completely

manage its own destiny, since there are so many imponderable

external factors that can cause even the best laid plans to

go awry.
Neither can we solve our problems merely by

public relations effort.

As long as investors suffer

losses from a sudden and drastic drop in earnings or the

bankruptcy of a corporation which was widely regarded as
a good investment, our profession is going to be criticized

in the news media.

And since such situations are not

likely ever to disappear completely, we ought to become
more mature in our reactions to criticism and recognize that

this is an inescapable part of our life.

Inherent in

serving the public interest is being blamed for what goes
wrong and receiving precious little praise when everything
goes well.
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said this morning I am a roaring optimist about our future.

Nor is this inconsistency on my part.

The need for the role we play in society is
growing by leaps and bounds.

Measurement, objective evalu

ation, and accountability are the watchwords of the day.
Someone must perform the auditing function, and, our
problems notwithstanding, we are, by far, the best equipped

to meet this need.

In my view, there is little chance that our
function can ever be adequately handled within the govern

mental sector.

Such a move would not only be politically

unacceptable in our society but would present economic and
manpower problems of enormous proportions.
I believe, however, that the trend toward

standard setting within government will continue and that,

unless we are able to vigorously regulate ourselves, we
shall also experience a growing degree of regulation by

the government.

I don’t feel that we ought to be totally

dismayed if those things should come to pass.

While they

may not be entirely to our liking, they would not spell

doom for the profession.

Rather, such developments could

be regarded as a recognition by the public of the tremendous
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importance of our role and that even auditors are subject

to human frailties.

If we must worry, I suggest that our greatest

concern ought to be how we are going to meet the tremendous

demand for our services that lies ahead.

I believe that

in the words of Al Jolson "we ain’t seen nothin’ yet."

I

don’t deny that we have many problems to solve and that
we must keep a sharp watch on the quality of our performance

and our credibility.

But I have great confidence in our

collective ability to meet these challenges.

I believe that the answer to my question "whither

the auditors" is that they will achieve an importance and
stature that are now only barely visible and are all but

obscured by our failure to recognize that what we presently

regard as problems are really opportunities in disguise.

